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Abstract 
The purpose of this research is to demonstrate the influence of the current account of the balance of payments and of the foreign 
direct investments on the evolution of the lei/euro exchange in Romania.  Hence, an econometric model is proposed and validated 
using multiple linear regressions with two independent variables: FDI and the current account of the balance of payments for the 
period between 2007 and 2013. 
The results showed that an increase of the FDI flow as well as an increase of the current account of the balance of payments 
contributes on long term in the increase of the leu/euro exchange.   
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1. Introduction 
The exchange rate is and will remain the key element which best describes the state of an economy as is the case 
of Romania. The main influential factors over the exchange rate are: the balance of payments and the relation 
between the supply and demand of currency, the interest, the purchasing power parity, the tax policy, the 
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Economic theory states that between the exchange rate and the balance of payments there is a one-to-one 
relationship: the increase of the exchange rate stimulates the increase of exports, diminishes the imports and 
determines a tendency to stabilize the balance of payments. The decrease of the exchange rate discourages exports, 
stimulates an import increase and generates instability in the balance of payments. 
The foreign direct investments have an impact over the evolution of the exchange rate: the more the currency of a 
state is stable, the higher the foreign investments flow is. This improves the image of the country at an international 
level as well as the national economy. Thus I consider a possible connection between the above mentioned variables. 
The purpose of this statistical research is to show, using a multiple linear regression model, to what extent the 
dynamics of the leu/euro exchange can be explained by the simultaneous variation of the current account of the 
balance of payments and of the FDI flow in Romania between the years 2007-2013. 
The situation of the current account of the balance of payments and the foreign direct investments flow are 
relevant elements that influence the dynamics of the economic competitiveness of a state. 
The stability of the balance of payments depends on the value of imports and exports, on the degree of efficiency 
and product competitiveness, on the price level, international services and the international markets position. The 
deficit and surplus of the balance of payments create a series of transformations in the structure of national economy, 
with repercussions in the monetary behaviour of the economic agents. In case a state is hit with a deficit in the 
balance of payments, the national economy is incapable to provide exports corresponding to the amount of national 
currency existing abroad. Currency holders abroad sell the amounts on the currency market, the currency supply 
exceeds the demand and so the currency depreciates. In the second case, when the state achieves a surplus of the 
balance of payments, the foreign currencies can be used to buy goods and services from abroad, therefore the 
currency demand is higher than the supply and the currency appreciates.  
Reflecting on these aspects I chose to analyse the specific literature in order to deepen my understanding of the 
influential factors of the exchange rate, especially the influence of the foreign direct investments and of the current 
account of the balance of payments.  
The statistical approach of the study involves the use of a multiple linear regression model that aims to determine 
the influential factors of the exchange rate dynamics, as well as the way in which the exchange rate is affected by 
these factors. 
2. The exchange rate and FDI 
Economic literature defines the exchange rate as the price at which a national currency is traded for another 
currency (Krueger, 1996, p.22). The exchange ratio between currencies has a synthetic characteristic because it 
allows a comparative analysis of the domestic gross product, of prices, salaries, work productivity and other 
indicators from the two countries whose currencies are compared. 
 
Daniel Daianu (1992, p.77) highlights the importance of the exchange rate in the economy through its three 
functions:  
x The function of an assessment tool of the goods and services from international economic relationships; 
x The function of an instrument of conversion and comparison for the purchasing power of currencies from 
different states; 
x The function of a mechanism of influence on the international economic relationships through which exports can 
be stimulated, imports can be limited and the currency balance modified. 
The exchange ratio between currencies is a variable that depends on internal and external factors. According to 
their nature, the factors that influence the exchange rate can be economic, monetary, financial and psychological 
(Bran, 1995, p. 79-83). 
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An important factor which influences the exchange rate is the foreign direct investments. Studies have shown that 
countries with strong national currencies attract flows of FDI (see Froot and Stein (1991) and Klein and Rosengren 
(1994)). Other researchers explain the FDI dynamics through the allocation effect. According to it, FDI flows head 
towards countries with weaker currencies because, with a certain amount of currency, businessmen can make more 
investments (see Cushman (1985, 1988), Campa (1993), Goldberg and Kolstad (1995), Blonigen (1997) and 
Chakrabati and Scholnick (2202)).  
Regarding the connection between exchange rate volatility and investments, Cushman (1985, 1988) and 
Goldberg and Kolstad (1995) have argued that there is a positive relationship between the foreign direct investments 
in the USA and the exchange rate volatility. The evolution of the FDI is determined mainly by the competitiveness 
of costs in the host country which is also influenced by the evolution of the exchange rate. When a currency 
depreciates it has two potential implications for the FDI. In the first place, the depreciation of the national currency 
contributes to the decrease of salaries and production costs compared to the ones abroad. Also, the state that is 
confronted with national currency depreciation has a competitive advantage through the cheapening of the labour 
force. Through this relative channel of salary cost, the exchange rate depreciation attracts foreign investors, unlike 
the reverse situation when the currency appreciation drives away foreign investors (Goldberg, 1997). 
Foreign investors who choose to place FDI on emergent markets are vulnerable to the evolution of the exchange 
rate: devaluation attracts foreign direct investments (by lowering prices), although it was expected for it to postpone 
the FDI flow because volatile exchange rates can only be correlated with economic and political uncertainty, which 
was actually meant to discourage foreign direct investments. 
The connection between the exchange rate and foreign direct investments is ambivalent. Given the conditions of 
increased investments in the productive fields, production capacities are created which ensure the increase of the 
internal production of goods and services, higher satisfaction of internal production demand, increase of exports, 
containment of imports, stability of the trade balance and a positive influence over the currency exchange rate. 
Because of decreased investments in a state’s economy, more goods have to be imported to satisfy the internal 
demand, therefore the deficit accentuates, implicitly influencing the rate of exchange. 
3. The exchange rate and the balance of payments  
Alongside FDI, one of the most important factor that influences the exchange rate dynamics is the balance of 
payments. Economic theory states that the balance of payments includes all inflow and payments determined by real 
and financial transactions in a given period of time, usually one year, of a country with the rest of the world (Ignat, 
Pralea, 2006, p. 143). The balance of payments is a result of the current account balance and the capital account.  
The current account represents a double entry of all the fluxes of goods and services between states. The capital 
account records all transactions with capital assets between a state and its foreign partners (Krueger, 1996, p. 25). 
The traditional approach, based on the elasticity theory, is well-known inside empirical research, especially in the 
analysis of trade performances of developing countries. The traditional approach focuses mainly on the trade 
balance, while capital movements are seen as exogenous and play a minimum part in the balance of payments 
analysis (Arize et al, 2000).  
The rate of exchange is an important variable for an approach from the perspective of the elasticity theory: in 
order to eliminate the trade deficit we appeal to the national currency depreciation in favour of foreign currencies. 
The necessary and sufficient condition for the depreciation to improve the trade balance is that the sum of both 
import and export elasticity to be higher than 1 (Ex + Em > 1). This concept is known in literature as the Marshall-
Lerner condition (M/L condition). The name comes from the two researchers, Alfred Marshall and Abba Lerner, 
who proved this hypothesis (Krugman and Obstfeld, 1997). In case in which the elasticity of the export and import 
demand will not satisfy the M/ L condition, the depreciation would lead to the increase of the current account deficit 
or would reduce the surplus (Pitchford, 1995). 
An interesting analysis of the effects of exchange rates modification is offered by Syed Zahid Ali and Sajid 
Anwar (2011). They demonstrate how the outcomes obtained by forcing currency depreciation in order to stabilize 
the balance of payments are mostly adverse reactions. They explain how, most often, depreciation is the result of 
outputs collapse, price increase and trade balance improvement. In the absence of weak adverse reactions of the 
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exchange rate, even if the depreciation of the national currency favours exports, at the same time negative effects 
occur in the short term on the trade balance and they are known in literature as the J. Curve. 
 The analysis of the J. Curve has two effects that occur in the exchange rate dynamics over the trade balance: “the 
price effect” and “the volume effect”. The price effect implies that, on short term, the depreciation of the exchange 
rate would cause more expensive imports and cheaper exports. Because, in the short term, the volume of the 
imported and exported goods cannot be changed, it can initially cause a deterioration of the trade balance. However, 
in the long-term, the changes of the volume of imports and exports react to the alteration of the exchange rate, hence 
dominating the volume effect which eliminates the negative consequences generated by the price effect.  
The exchange rate influences the stability of the external trade balance as a result of their connection. Cooper 
(1976) studied the devaluation effect over the balance of payments in the developing countries. He discovered that 
in three quarters of the examined cases the current account of the balance of payments has improved as a result of 
monetary depreciation. Therefore, the national currency depreciation leads to export increase and import decrease, 
things that, in the long term, improves the stability of the balance of payments in a state. Instead, Birds (1984) 
considers that the stability of the balance of payments caused by this phenomenon does not necessarily suggest that 
it is always due to monetary devaluation. Donovan’s researches (1981) imply that devaluation can improve the 
current account of the balance of payments without having a significant impact over imports. Still, according to 
Krugman’s (1994) view, the situation of the current account balance reflects only a part of the international 
competitiveness. Regarded from this point of view, the commercial deficit of a state does not express a diminished 
international economic competitiveness, but an interest towards the economy of that country. 
4. The influence of foreign direct investments and of the current account of the balance of payments over the 
evolution of the leu/euro exchange rate in Romania between the years 2007-2013: an econometric analysis 
4.1 Purpose and objective of the research 
 
The purpose of this research is to explain, using statistical tools, the influence of the current account of the 
balance of payments and of the foreign direct investments in the evolution of the leu/euro exchange rate in 
Romania between the years 2007-2013. 
The objectives of the research consist of the following steps: 
Step 1: Analysing the relationship between the dependent variable and the two independent ones using the 
multiple linear regression model. 
Step 2: Validating the chosen model. 
 
4.2 Methodology 
As research method I used the quantitative approach and the technique of multiple linear regression modelling. 
The data which served as research support were taken from the statistical database of the National Bank of 
Romania. 
The dependent variable is the leu-euro exchange rate recorded quarterly between the years 2007-2013, and the 
independent variables consist of the current account of the balance of payments and foreign direct investments 
expressed in millions of euro. 
The used variables are quantitative-numerical. The research instrument is the SPSS software (Statistical 
Package for the Social Sciences), version 17. 
 
4.3 Results and discussion – first step 
 
The model that expresses the connection between the dependent variable (the leu/ euro exchange) and the two 
numeric independent variables has the following form: 
Equation (1): Y =  + X  + X +  
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                   (1) 
   
                          
Following the SPSS data processing we have obtained the following results: 
 
           Table 1: The estimation of the calculated correlation coefficients 
Model Summaryb 
Model R R Square Adjusted R Square 
Std. Error of the 
Estimate 
1 ,909a ,826 ,812 ,1679213 
a. Predictors: (Constant), bl_current_account, FDI 
b. Dependent Variable: ex_rate 
 
The value of the correlation report (R=0,909) indicates a very strong connection between the exchange rate and 
the considered explanatory variables. The determination report reveals that 82.6% of the leu/euro exchange rate 
variable is explained by the simultaneous variation of the current account of the balance of payments and the FDI. 
 
            Table 2: The model’s significance test through the Fisher Test 
ANOVAb 
Model Sum of Squares df Mean Square F Sig. 
1 Regression 3,350 2 1,675 59,401 ,000a 
Residual ,705 25 ,028   
Total 4,055 27    
a. Predictors: (Constant), bl_current_account, FDI 
b. Dependent Variable: ex_rate 
 
After testing the regression model, we notice that the Sig. probability associated with the Fisher test value of the 
ANOVA table is below 0,05 (Sig = 0,000) which means the model is statistically significant and it explains the 
dependency of the exchange rate with the two variables: the current account of the balance of payments and FDI. In 
other words, we can guarantee with a probability of 95% that the independent variables explain the variation of the 
dependent variable, the leu/euro exchange. 
 






B Std. Error Beta t Sig. 
1 (Constant) 2,471 ,444  5,566 ,000 
FDI ,00004 ,000 ,534 4,618 ,000 
bl_current_account ,00011 ,000 ,453 3,920 ,001 
a. Dependent Variable: ex_rate 
 
Based on the results from the Coefficients table the estimated model is obtained: 
Equation (2): Y = 2.471+ 0.00004X1+ 0.00011X      (2) 
The coefficient 0b   = 2.471% represents the average estimated level of the euro/leu exchange, while the variables 
the current account of the balance of payments and foreign direct investments are 0. 
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The value of the regression coefficient b1 shows that the exchange rate increased by 0.00004 million lei at an 
increase with 1 million euros of the FDI while the variable current account of the balance of payments stays 
constant.  
The value of the regression coefficient b2 shows that the exchange rate increases by 0.00011 million lei at an 
increase with 1 million euros of the current account of the balance of payments while FDI stays constant.  
The value of Sig. (Sig=0.000<  =0.05) obtained after testing the coefficient b1 leads to the decision of rejecting 
the null hypothesis (H :  E 1=0); according to this, the regression coefficient it’s not significantly different from 0. 
Hence, with a trust level of 0.95, it can be stated that the evolution of the leu/euro rate exchange is partially 
influenced by the FDI evolution, while the influence of the current account of the balance of payments stays 
constant. 
After testing the regression coefficient b2 we notice the value of Sig.=0.001 is smaller than the risk assumption D   =0.05, which leads to the decision of not accepting the null hypothesis (H : E 1 =0). Therefore, we can guarantee 
with a 95% probability that the current account of the balance of payments significantly influences the leu/ euro rate 
of exchange, while the FDI variable stays constant. 
4.4 Validating the model – the second step 
The estimated linear model must be validated by testing hypothesis regarding modelling errors, like: the error 
average is zero, normality, homoscedasticity and error non-correlation.  
 
 Table 4: The model’s error average test through the Student Test 
One-Sample Test 
 Test Value = 0                                        
  
 t df Sig. (2-tailed) Mean Difference 
Unstandardized Residual ,000 27 1,000 ,00000000 
The value associated with Student statistics (Sig. = 1.000 >  = 0.05 ) allows making the decision of accepting the 
null hypothesis (H : M( )=0), with a trust level of 95%. This means we admit the hypothesis according to which the 
error average is not significantly different from zero.  
 
In order to test the normality of the regression model’s errors, we use the non-parametric Kolmogorov-Smirnov 
test. 
 
 Table 5: The model’s normality  test through Kolmogorov-Smirnov Test 
One-Sample Kolmogorov-Smirnov Test 
  
Unstandardized Residual 
 N 28 
Normal Parametersa,,b Mean ,0000000 
Std. Deviation ,16158233 
Most Extreme Differences Absolute ,139 
Positive ,091 
Negative -,139 
 Kolmogorov-Smirnov Z ,733 
Asymp. Sig. (2-tailed) ,656 
a. Test distribution is Normal. 
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One-Sample Kolmogorov-Smirnov Test 
  
Unstandardized Residual 
 N 28 
Normal Parametersa,,b Mean ,0000000 
Std. Deviation ,16158233 
Most Extreme Differences Absolute ,139 
Positive ,091 
Negative -,139 
 Kolmogorov-Smirnov Z ,733 
Asymp. Sig. (2-tailed) ,656 
a. Test distribution is Normal. 
b. Calculated from data. 
The data in the table above shows that the value of the associated calculated test statistics is (Sig.=0.656) > 0.05 
which leads to the decision of accepting the null hypothesis (H0 : iH   o  N(0, 2V )). We can therefore guarantee 
with a 0.95 probability that the distribution of errors in the estimated regression model follows a law of normal 
distribution.  
To test the homoscedasticity hypothesis we use the Spearman test statistics. 
 
 Table 6: The model’s homoscedasticity test through the Spearman Test for the variable current accountCorrelation 
   abs_residual bl_current_account 
Spearman's rho abs_residual Correlation Coefficient 1,000 -,246 
Sig. (2-tailed) . ,207 
N 28 28 
bl_current_account Correlation Coefficient -,246 1,000 
Sig. (2-tailed) ,207 . 
N 28 28 
 
In the Correlations table we are given the value of the Spearman correlation coefficient (r = -0.246), as well as 
the results obtained following the testing of this coefficient. The value of Sig.=0.207 shows that the 
homoscedasticity hypothesis is admitted for the regression model with a probability of 0.95. 
 
 Table 7: The model’s homoscedasticity test through the Spearman Test for the variable FDI 
Correlations 
   abs_residual FDI 
Spearman's rho abs_residual Correlation Coefficient 1,000 -,212 
Sig. (2-tailed) . ,279 
N 28 28 
FDI Correlation Coefficient -,212 1,000 
Sig. (2-tailed) ,279 . 
N 28 28 
 
Considering a risk  =0.05, the value of the associated calculated test statistics probability is (Sig.=0.279) > 0.05, 
which leads to the decision of accepting the homoscedasticity hypothesis. In conclusion, it can be stated with a 
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probability of 0.95 that the errors of the analysed regression model are homoscedastic.  
To test the error autocorrelation hypothesis I used the Run test. 
 




Test Valuea ,02845 
Cases < Test Value 14 
Cases >= Test Value 14 
Total Cases 28 
Number of Runs 11 
Z -1,348 
Asymp. Sig. (2-tailed) ,178 
a. Median 
The value of Sig.=0178 associated to the calculated test statistics is higher than the threshold of significance of 
0.05. Consequently, the decision to accept the null hypothesis with a trust level of 0.95 is taken, which means the 
errors do not record the phenomenon of autocorrelation.  
 Considering all the hypothesis regarding the regression model’s errors are respected, the analysis is 
considered valid. 
5. Conclusions 
The process of globalization manifests through a fluidization of international transactions and strong 
interconnections between different economies. The continuous growth of this phenomenon leads to a rigorous 
analysis of some essential indicators in the structure of an economy. Alongside the gross domestic product, the 
inflation rate, the unemployment and interest rate, the exchange rate remains the pivotal element regarding the 
progress and evolution of international economic exchanges thus explaining why I chose this topic as a subject of 
analysis. 
The exchange rate is the indicator with the highest valences when it comes to the analysis of the evolution of 
international trade transactions, foreign direct investments, the export – import dynamics as well as the business 
environment etc. Through its variations, the exchange rate can contribute to the economic competitiveness growth 
by stimulating exports, diminishing imports and creating a favourable and stable environment for the investors.  
Following this research it has been statistically proven that the current account of the balance of payments of 
Romania and the dynamics of the foreign direct investments affect the evolution of the exchange ratio of the leu 
currency against the euro currency, in the medium term. The increase of the current account of the balance of 
payments determines the increase of the exchange rate, and the increase of the FDI flow also carries along the 
increase of the rate of exchange. In the case of this research the regression model has been successfully confirmed 
by validating the economic theory regarding the influential factors of the exchange rate.   
The volatility of the leu/euro exchange rate can be explained up to a certain point by the influence of the 
economic indicators, such as, in this case, the situation of the current account of the balance of payments and the 
FDI dynamics. Beyond the influence of these two indicators, we must mention the fact that unexpected leu-euro 
exchange fluctuations in Romania, in the period analysed, were in some degree due to the political and fiscal 
instability, which along with speculative actions have contributed to the national currency depreciation in favour of 
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